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Subject:

Date:

G.D. 6

MEMORANDUM

Board of Regents
Board Office
Final FY 2003 Detailed Budgets

July 8, 2002

Recommended Action:

Refer to the individual FY 2003 memoranda 6a through 6h, for
discussion of detailed budgets.

Executive Summary:

The institutional final FY 2003 detailed budgets are presented this month

for approval. The FY 2003 budgets consist of the general fund and the
restricted fund budgets.

The final composite FY 2003 institutional general fund operating budgets,
including the operations of the University of lowa Hospitals and Clinics,
total $1.6 billion. The total institutional restricted fund budgets total $1.2
billion. The combined institutional budgets total $2.8 billion.

INSTITUTIONAL BUDGETS
FY 2003
(in thousands)

. - General Fund Restricted Fund Total
SuUl $1,036,191 661,850 $1,698,041
ISU 409,722 431,937 841,659
UNI 133,549 152,337 285,886
ISD 8,560 1,326 9,886
IBSSS 4776 2,041 6.817
Total $1,249,491 $2,842,289

$1,592,798

In developing the individual budgets, the institutions were guided by the
strategic plans of the Board and each respective institution. Successful
strategic planning depends, in part, upon the best use of available
resources.

The institutions prioritized departmental funding requests based on final
state appropriations, estimated tuition revenues, and identified
reallocations of existing resources.
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The FY 2003 budget process presented challenges for the Regent
institutions.  State appropriations for the Regent institutions were
reduced $42.6 million. This reduction is on top of the significant
reductions of $81.9 million that occurred during FY 2002.

Board of Regents, State of lowa
Appropriations Reductions
%
Reductions
FY 2002 and from

FY 2002 FY 2003 FY 2003 FY 2001
Sul (37,904,110) (18,414,196) (56,318,306) (18%)
ISU (32,087,969) (18,163,239) (50,251,208) (19%)
UNI (10,878,974) (5,681,434) (16,560,408) (18%)
1ISD (541,940) (193,133) (735,073) (9%)
IBSSS (302,711) (108,246) (410,957) (9%)
(81,715,704) (42,560,248) (124,275,952) (18%)
BOR (158,852) (65,211) (224,063) (17%)
Other (44,024) (7,740) {51,764) (13%)
(81,918,580) (42,633,199) (124,551,779) (18%)

In addition, the Regent salary appropriations of $25 million were
$8 million less than the funding needed to implement the state salary
policy.

As a result of these reductions, the Regent universities are utilizihg
incremental tuition and fee revenues to maintain, not improve, operations
at their institutions.

A considerable shift occurred since FY 2000. Students and their families
are being forced to take on a significant additional burden for funding
university operations.

General University Budget Totals
(In Thousands)
Three-Year
Shift in
% of Prelim. % of Funding % Change
Revenues FY 2000 Total FY 2003 Total Sources  in Dollars

State Approps $527,598 64.3%  $497,507 54.3% (10.0%) (5.7%)

Tuition & Fees 246,656  30.1% 359,371 39.2% 9.1% 45.7%
Other 45675 5.6% 58,920 6.4% 0.8% 29.0%
Total $819,929 100.0% $915,798 100.0%

The state appropriations percentage of budget declined be 10% while the
share of tuition and fees increased 9.1%. Revenue sources are being
shifted from state appropriations to students and their families.

State appropriations for the general university budgets have decreased
5.7% since FY 2000 while tuition revenues have increased 45.7%.
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This shift is even more evident when comparing state appropriations and
tuition revenues as a percent of educational expenditure since FY 1981.

State Appropriations and Tuition Revenues
as % of Educational Expenditures

77.4%
75.0% B
65.0% - 878%  37%
55 .O(y State Appropriations \.\.5%
0%
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35.0% Tuition Revenues
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Estimated. Budaeted.
Board of Regents, State of lowa (s7/02/ 02

University of lowa, lowa State University, and University of Northern lowa

The Regent reallocation program is an integral part of the Board's
strategic planning and budgeting process. This program requires each
Regent institution to reallocate at least 2% of its budget each year. This
reallocation policy is intended to ensure that the institutions use existing
resources to improve quality but also to achieve efficiencies.

With the appropriation reductions in FY 2002 and FY 2003, the Regent
institutions clearly have reallocated to maintain quality rather than
improve quality. These reallocations have been utilized to provide
greater efficiency and effectiveness in achieving the institutional strategic
plans by providing a structured means to strengthen good programs and
eliminate weak programs.

.Strateaic Plan:

The Board's strategic planning goal 4.1.1.0 requires the Board annually .
to review and approve institutional resource allocations and reallocations
consistent with and supportive of the Board and institutional strategic
plans.

Background:

Board Budget
Process

In most years, the Board receives preliminary budget details in June.
This allows the Board time to consider Regent institutional plans and
provide guidance prior to final approval of budgets in July. The process
was changed as a result of delayed action on appropriations.
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In June, the Board considered key budgetary policy issues including
Revenue estimates;

Reallocations;

Proposed salary policies;

Plans for building repairs and opening new buildings;

o M 0D

Effects of significant reductions in economic development
appropriations; and

6. General fund support for athletics.

This month, the Board receives final detailed general operating budgets
for approval. :

The institutions are also presenting final restricted fund budgets for
approval. These budgets include capital appropriations approved during
the 2002 General Assembly. Tuition replacement appropriations for the
debt service of academic building revenue bonds are included in the
restricted fund budgets, as are the amounts for the residence system
functions, athletic department activities, and other auxiliary functions
associated with the educational missions of the institutions.

Analysis:

General Fund

The final FY 2003 general fund operating budgets for the five Regent
institutions, including the UIHC budgets, were developed by the institutions
based on the strategic plans of the Board and each institution and the
actions of the General Assembly and the Governor.

The FY 2003 general operating funds of the institutions are as follows:

State
e e Direct State .- Appropriations.
Total Budget Appropriations Reductions

Sul $1,036,190,955  $287,422,685 $(18,414,196)
ISU 409,721,602 239,809,203 (18,163,239)
UNI 133,548,947 82,815,878 (5,681,434)
ISD 8,559,913 7,943,985 (193,133)
IBSSS 4,776,425 4,446,059 (108,246)

TOTAL $1,592,797,842  $622,437,810  $(42,560,248)

The reduction for the other Regent appropriation units, such as tuition
replacement, Board Office, and regional study centers, totals $72,951.
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The reductions totaling $42.6 million (6.6%) for the Regent institutions for
FY 2003 are comprised of the following:

» Base budget appropriations. reductions of $27.6 million compared to
final FY 02;

» Furlough allocation reduction of $15.0 million to the base operating
budgets.

in addition, the Regent salary appropriations of $25 milion were
$8 million less than the funding needed to implement the state salary
policy.

The Board's tuition policy is intended to maintain quality and
effectiveness as well as improve quality, thereby recognizing the
aspirations of the Board and the institutions for achieving excellence.
Critical to the successful implementation of the Board's strategic plan is
securing sufficient resources.

In November 2001, the Board approved an 18.5% increase in base tuition
for FY 2003 recognizing the Regent universities need sufficient resources
to achieve excellence as set forth in the Board's strategic plan. The
universities propose to use some tuition revenues generated by this rate
increase to cover the shortfall in operating appropriations and other non-
discretionary operating cost increases.

To accomplish the Board’s key result areas on quality and access, it is
essential that the universities attract quality students as well as provide
affordable higher education. A mix of need-based aid and merit aid from
tuition set-aside addresses both of these Board key result areas.

Normally, the student aid set-aside percentages of the individual
universities are commensurate with the overall tuition increases and,
therefore, increase as a result of the tuition rate increases approved by the
Board. This year all three universities have budgeted increases in the
student aid set-aside higher than the target rate of the institution as
illustrated in the following table.

Increase In % of New

Student Aid Tuition Target
SuUl $5,882,576 20.3% 16.0%
ISU 5,035,944 21.8% 11.0%

UNI 1,877,433 26.9% 18.0%

The Regent reallocation program is an integral part of the Board's
strategic planning and budgeting process. This program requires each
Regent institution to reallocate at least 2% of its budget each year. This
reallocation policy is intended to ensure that the institutions use existing
resources to improve quality but also to achieve efficiencies. The
significant appropriation reductions of the last several years have
impacted the ability of the institutions to reallocate resources to improve
quality.
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For FY 2003, the institutions are proposing to use most, if not all, of the
reallocations to address the shortfalls in state appropriations rather than
improve quality. This is the third consecutive year that the institutions
have had to use reallocations to address appropriations shortfalls.

The institutions are proposing to utilize over $27 million of the identified
reallocations to address the appropriations shortfalls.

FY 2003 Reallocations

Address % of FY 2002
Budget Shortfall Programmatic Total Final Budget
Sul $4,670,198 $7,787,500 $12,457,698 3.0%
ISU* 19,565,404 6,032,955 25,598,359 6.5%
UNI 2,680,732 0 2,680,732 2.1%
ISD 236,391 0 236,391 2.8%
IBSSS 222 000 0 222.000 4.7%
$27,374,725 $13,820,455 $41,195,180

*Includes reallocations to meet FY 2002 and FY 2003 shortfalls.

The FY 2003 restricted fund budgets of the Regent institutions total
$1.2 billion and include capital appropriations, tuition replacement
appropriations, residence system functions, athletic department budgets,
as well as other auxiliary functlons associated with the educational
missions of the institutions.

FY 2003 Restricted Fund Budgets

Sul $661,850,000
ISU 431,936,870
UNI 152,337,395
ISD 1,325,692
IBSSS 2,041,181

$1,249,491,138

Capital appropriations for FY 2003 total $45.0 million and reflect only the
actual amounts specifically appropriated for FY 2003.

The FY 2003 tuition replacement appropriation of $27.3 million is for the
debt service of Academic Building Revenue Bonds.

Capital Tuition
Appropriations Replacement
Sul $13,510,000 10,298,318
ISU 16,147,100 10,766,292
UNI 14,450,000 6,282,895
ISD 435,000 0
IBSSS 450,000 0
Total $44,992,100 $27,347,505
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The final FY 2003 residence system revenue budgets of the universities,
totaling $112.6 million, are based on the rates approved at the April 2002

Board meeting and are similar to the preliminary budgets submitted to
the Board in March.

FY 2003 Residence System Revenue Budgets

Sul $35,091,333
ISU 53,008,168
UNI 24,487,852

Total $112,587,353

The final FY 2003 university athletic revenue budgets total $70.2 million.
The Athletic Department budgets are detailed in G.D. 6g.

FY 2003 Budgeted Athletic Revenues

Sul 1SU UNI
Sports Income $16,308,000 $10,274,034 $914,300
Athletic Conference /

NCAA Support 10,003,000 4,883,226 200,000
General Fund Support 2,437,361 2,853,126 3,222,823
Diversity Support 0 0 400,000
Student Fees/Operations

Mandatory Fees 0 0 795,500

Designated Tuition 0 1,230,600 239,700
Student Fees/

Debt Service 1,289,444 0 0
Other Income 8,378,000 5,795,500 931,000
Total $38,415,805 $25,036,485 $6,703,323

Board Office The final FY 2003 Board Office operating budget totals $2.5 million. This
includes state appropriations of $1.2 million and institutional allocations
of $1.3 million. The state appropriation includes a 65,211 (5.4%)

reduction in FY 2003 after reductions of 158,852 (12.0%) in FY 2002.
The Board Office budget is detailed in G.D. 6h.

S\l

Gregory S. Nichols

proved:

Deb A. Hendriékson

dhth:\bfAi2002\02juldoc\julgd06.doc
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